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Please Take Notice

These underwriting guidelines, policies, procedures, and forms may be amended from time to
time due to changes in market conditions and/or changes in the NJ Housing and Mortgage
Finance Agency (HMFA) housing policies or initiatives. Such amendments may occur
without notice and are applicable to all pending and future applications. Applicants are,
therefore, responsible for contacting the HMFA to ascertain whether or not there have been
any changes since the date of these guidelines and for complying with such changes.

1. Special Needs Housing Trust Fund Overview

The Special Needs Housing Trust Fund, “Trust Fund”, pursuant to the Special Needs
Housing Trust Fund Act, P.L. 2005, c. 163, provides capital financing to create permanent
supportive housing and community residences for individuals with special needs, with priority
given to individuals with mental illness. The purpose of this special non-lapsing, revolving fund,
which is being administered by the New Jersey Housing and Mortgage Finance Agency
(“HMFA”), is to develop special needs housing and residential opportunities as alternatives to
institutionalization or homelessness for those who would benefit from these programs and to ensure
the long-term viability of such housing. The monies in the Trust Fund will be used to enable
persons with special needs to live with dignity and independence within communities of their
choice by providing capital funding to increase the supply of affordable and quality housing with
support services and other residential opportunities.

The Trust Fund provides capital financing in the form of loans, grants, and other financial vehicles
and investments to eligible not-for-profit and for-profit developers, as well as government entities
at the state, county, and municipal levels, for new housing units. Funding for rent and operating
subsidies and supportive services is not available through the Trust Fund.

Special needs housing Project Sponsors proposing to apply for Low Income Housing Tax
Credits, Tax Exempt financing under the Internal Revenue Code, or other HMFA financing
must refer to the applicable program guidelines, which will take precedence.

Inquiries and requests for applications regarding the Special Needs Housing Trust Fund
may be made to:

New Jersey Housing and Mortgage Finance Agency

637 South Clinton Avenue

P.O. Box 18550

Trenton, New Jersey, 08650-2085

Attention: Director, Supported Housing and Special Needs
Phone: 609-278-7603

2. Definitions

2.1 “Agency" means the New Jersey Housing and Mortgage Finance Agency, the (“HMFA”),
created pursuant to P.L.1983, ¢.530 (C.55:14K-1 et seq.).
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2.2

2.3

2.4

2.5

2.6

2.7

2.8

“Arm’s length transaction” means a transaction negotiated by unrelated parties, each acting
in their own self interest in arriving at a basis for a fair market value determination.

“Complete application” means an application submitted to the HMFA, including the
application fee, completed application forms and certifications, and meeting all eligibility
requirements.

“Complete living unit” is defined as follows for Tax-Exempt Financing: Section 142(d) of
the IRS code and the applicable regulations thereunder defines a complete unit as any
accommodation containing separate and complete facilities for living, sleeping, eating,
cooking and sanitation, which may be served by centrally located equipment such as air
conditioning or heating. The regulations provide as an example of a “unit” an apartment
containing a living area, a sleeping area, bath and sanitation facilities, and cooking facilities
equipped with a cooking range, refrigerator and sink, all separate and apart from other
apartments.

The “State Consolidated Plan” means a plan prescribed by the U.S. Department of Housing
and Urban Development (HUD) that establishes a unified vision for community development
actions and includes a Comprehensive Housing Affordability Strategy (CHAS) that sets forth
the state’s policy for allocating investment among housing needs activities. It includes a
statement of specific long-term and short-term community development objectives and
priority non-housing community development needs for applications for funding under HUD
Community Planning and Development formula grant programs (CDBG, HOME, ESG, and
HOPWA), as well as a strategy for tracking and measuring results.

“Continuum of Care Plan” means a community plan prescribed by HUD to organize and
deliver housing and services to meet the specific needs of people who are homeless as they
move to stable housing and maximum self-sufficiency and includes action steps to end
homelessness and prevent a return to homelessness.

"Cost of special needs housing project” means any and all expenses reasonably incurred by a
Project Sponsor in connection with the acquisition, construction, improvement, or
rehabilitation of property which is or shall be used for a special needs housing project,
including, but not limited to, the costs and expenses of engineering, inspection, planning,
legal, financial, or other professional services; the funding of appropriate reserves to address
the anticipated future capital needs of a special needs housing project; and the administrative,
organizational, or other expenses incident to the financing, completing, and placing into
service of any special needs housing project authorized by P.L.2005 c.163.

“Displaced Person” includes, but may not be limited to, a person (family, individual) that
moves from real property, or moves personal property from real property permanently (or
temporarily) as a direct result of the acquisition, rehabilitation, or demolition for supportive
housing projects funded under the Special Needs Housing Trust Fund. If there is no
relocation plan and/or residents are made homeless the HMFA will not consider funding the
project.
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2.9

“Individuals with special needs" means:

¢ individuals with mental illness

¢ individuals with physical or developmental disabilities

¢ individuals in other emerging special needs groups identified by State agencies.

HMFA acknowledged special needs populations also include:
victims of domestic violence

ex-offenders and youth offenders

youth aging out of foster care

runaway and homeless youth

individuals and families who are homeless

disabled and homeless veterans

individuals with AIDS/HIV

b)

d)

"Individuals with mental illness” means individuals with a psychiatric disability or
individuals with a mental illness eligible for housing or services funded by the
Division of Mental Health and Addiction Services (DMHAS) in the Department of
Human Services;

“Individuals with a developmental disability” means an individual with a severe,
chronic disability, which is attributable to a mental or physical impairment or
combination of mental or physical impairments; is manifested before the person
attains age 22 and is likely to continue indefinitely. The disability results in
substantial functional limitations in three or more of the following areas of major
life activity: self-care; receptive and expressive languages; learning; mobility; self-
direction; capacity for independent living; and economic sufficiency; and reflects
the person's need for a combination and sequence of special, interdisciplinary, or
generic care, treatment or other services that are of lifelong or extended duration and
are individually planned and coordinated.

Individuals with a physical disability who need affordable housing with supportive
services, including assistance with 3 or more areas of activities of daily living, to
live independently in community settings.

“Homeless individuals or families” includes the following:

Individuals coming out of a state or county psychiatric hospital, a transitional living
program, half-way house, jail or correctional facility, with no place to live may be
considered homeless;

people who lived in a shelter or a place not meant for human habitation prior to
temporarily (30 days or more) residing in an institutional care setting:

people who will imminently lose their housing and lack the resources and support
networks needed to find other housing, including those who are being evicted within
14 days, people living in a hotel or motel and who lack resources to stay for more
than 14 days;

unaccompanied youth and homeless families who have not lived independently for a
long time, have experienced persistent instability, and will continue to experience
instability because of a disability, health problem, domestic violence, addiction,
abuse, or multiple barriers to employment;
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2.10

2.11

2.12

2.13

e persons who are fleeing or attempting to flee domestic violence.

e) “Individuals in treatment for substance abuse” means: individuals that are clients of
programs funded and/or licensed by the Department of Human Services, Division of
Mental Health and Addiction Services.

“Residential Rental Property” as defined as follows for Tax-Exempt financing: Section
142(d) of the IRS code and the applicable regulations thereunder defines a residential rental
project as a building or structure, together with any functional related and subordinate
facilities, containing one or more similarly constructed units which (i) are to be used on other
than a transient basis, (ii) are available to the general public and (iii) satisfy the continuous
rental and low or moderate income occupancy requirements. Hotels, motels, dormitories,
fraternity and sorority houses, rooming houses, hospitals, nursing homes, retirement homes,
sanitariums, rest homes, and trailer parks are not residential rental projects. A residential
project should also be composed of qualifying units, together with facilities functionally
related and subordinate thereto. Buildings and structures which have similar constructed
units are treated as part of the same residential rental project if they are in proximity to one
another (located on a parcel or parcels of land which are contiguous except for the
interposition of a road, street, stream or similar property), are owned by the same person for
Federal tax purposes, and are financed pursuant to a common plan (i.e., by bonds issued
under the same indenture).

"Project Sponsor" means any person, partnership, corporation, limited liability company,
association, whether organized as for-profit or not-for-profit, or any governmental entity
including municipal, county and State entities, to which the agency has made or proposes to
make a loan or a grant, or otherwise to provide assistance, to finance a special needs housing
project;

"Social Services Plan” referred to as the “plan” as described in Section 4.11, means a plan
submitted by the Project Sponsor for a special needs housing project targeted population(s)
which includes an identified social service provider, an executed agreement between a
housing and social service provider or otherwise demonstrates to the satisfaction of the
HMFA that the social services shall be provided for at least the term of the mortgage or grant
compliance period to improve the quality of life of the tenants/residents of the project. The
Social Services Plan describes the scope and means of social and supportive services
delivery.

"Special needs housing project”, referred to as the “project”, means a housing development,
or such portion of a housing development, that is permanent supportive housing or a
community residence that is primarily for occupancy by individuals with special needs who
shall occupy such housing as their usual and permanent residence, together with any
structures or facilities, appurtenant or ancillary thereto, and shall include the planning,
development, acquisition, construction and rehabilitation of structures and residences
undertaken by a project sponsor for such purposes, including the cost of land and structures,
construction, rehabilitation or any interest therein:
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3.

"Permanent supportive housing™ means a range of permanent housing options such
as apartments, condominiums, townhouses, single and multi-family homes, single
room occupancy housing, shared living and supportive living arrangements that
provide access to on-site or off-site supportive services for individuals and families
who can benefit from housing with services. Permanent supportive housing has as
its primary purpose assisting the individual or family to live independently in the
community and meet the obligations of tenancy. Tenants may have individual or
shared apartments and there is no limitation for length of tenancy. Participation in
services is not a condition of tenancy.

“Community residences" means group homes, supervised apartments, and other
types of shared living environments that are primarily for occupancy by individuals
with special needs who shall occupy such housing as their usual and permanent
residence. Typically community residences provide 24 hour/7 days a week on-site
staffing and supervision. For purposes of the Special Needs Housing Trust Fund,
community residences do not include treatment facilities, assisted living facilities,
nursing homes, transitional housing facilities, half-way houses, boarding homes or
shelters.

A special needs housing project may contain “units” and/or “beds”. A unit refers to
a single living unit/apartment in a rental property, condominium, townhouse or a
multi-family or single family home that contains at a minimum a bedroom with a
bathroom and cooking facilities. A “unit’ may contain one or more “beds”. A
“bed” is for a single individual receiving housing and services. Each unrelated adult
must have his or her own bedroom with access to shared living space including
kitchen facilities and leisure space.

Special Needs Housing Trust Fund Policy Priorities

The Trust Fund represents a limited resource with a large mandate. To ensure that Trust Fund
proceeds are expended in the most efficient manner that most positively impacts the intended
beneficiaries, the HMFA has established the following list of policy priorities.  Projects not
meeting an appropriate number or combination of the following priorities may be rejected by the
HMFA or remitted back to the sponsor for modification. The policy priorities are as follows:

a.

Providing permanent supportive housing and residential opportunities for persons with
mental illness. The priority for serving persons with mental illness is stated in the Special
Needs Housing Trust Fund Act, P.L. 2005 c. 163.

Leverage Trust Fund capital financing. Priority will be given to projects that require less
than 50% of the total development cost to come from the Trust Fund. Projects Sponsors
shall not anticipate the Trust Fund paying for more than 80% of total development costs.
Leveraged funds may come from local, county, state, federal, and private sources.

Address the needs of very low-income people with special needs. The goal of the HMFA is
to use at least 75% of Trust Fund proceeds for the benefit of persons with special needs
whose gross incomes at the time of occupancy do not exceed 30% of the area median
income. It is not the intent of the HMFA to finance projects where the gross income of the
population exceeds 80% of the area median income.
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d. Meet locally determined priorities described in the Continuum of Care Plan. Wherever a
Continuum of Care Plan exists, the project shall specifically show how it responds to the
plan.

e. Meet State of New Jersey determined priorities for underserved populations in the State
Consolidated Plan. The project shall specifically show how it responds to the State Plan.

f. Maximize long-term affordability. Projects shall demonstrate a financial and legal structure
that ensures affordability for the intended population for at least thirty (30) years.
Additional years of affordability are desirable.

g. Minimize temporary or permanent displacement. Projects shall not displace one population
with the proposed special needs population whereby causing zero net gain in affordable
housing units.

h. Demonstrate good and appropriate project location, siting and design. The following items
will ensure that the project is accepted by the community, has reduced operating and
maintenance costs, and provides for a healthier environment for residents:

1) Locate projects near jobs, transportation, and community resources and services.

2) Design the site and the building to be an appropriate and positive community asset.

3) Design for passive solar gain, summer shading, and natural ventilation and light.

4) Optimize the energy efficiency of the building, and utilize energy generation where
feasible.

5) Use materials and finishes that require less maintenance.

6) Use ceramic tile, wood, cork or other environmentally friendly alternatives to carpet.

7) Maintain healthy indoor air quality by minimizing products and materials that

release toxins, instead use: low VOC paints, adhesives, sealers and finishes; non-
vinyl based materials; formaldehyde free laminates and insulation products;
automatic ventilation to each unit and common areas.

8) Incorporate high-quality building science and moisture management practices.

9) Landscape with native plants and drip irrigation; use water catchments.

10)  Incorporate universal design and visitability features.

11) Maximize the adaptive reuse of existing buildings and the use of existing
infrastructure.

12)  Contain development costs. Projects shall strive to keep the special needs housing
project cost per unit as low as possible while not compromising the quality and
sustainability of the proposed housing.

All Developers/Sponsors applying for construction and rehabilitation financing must
complete the Special Needs Housing Trust Fund Application Best Methods Design
Questionnaire, dated January 14, 2010. This document is available on the HMFA
web site: http://www.state.nj.us/dca/lhmfa/ or you can receive a copy by contacting the
Supported Housing and Special Needs Division at 609-278-7603.

Page 7 of 37
Revised Special Needs Housing Trust Fund Guidelines, approved by the HMFA Board March 3, 2011.


http://www.state.nj.us/dca/hmfa/

Special Needs Housing Trust Fund
(Construction and/or Permanent Financing)

4. Underwriting Guidelines and Financing Policy

These underwriting guidelines, policies, procedures, and forms may be amended from time to time
due to changes in market conditions and/or changes in the HMFA’s housing policies or initiatives.
Such amendments may occur without notice and are applicable to all pending and future
applications. Applicants are, therefore, responsible for contacting the HMFA to ascertain whether
or not there have been any changes since the date of these guidelines and for complying with such
changes. The Trust Fund will not be used to finance more than 80% of the total development cost
of any single project, regardless of the combination of funding sources.

The HMFA shall approve Special Needs Housing Trust Fund loans in the form of amortizing loans
and/or cash flow loans and grants as deemed financially feasible by the HMFA. The HMFA will
base its determination of the financial feasibility of the proposed special needs housing project
based on whether the rental housing or community residence will have cash flow to support the
amortizing loan. In making this determination the Agency will require a detailed operating budget
reflecting revenues and standard housing expenses. Sponsors are also expected to have a separate
budget for social services pursuant to the Social Services Plan described in Section 4.11. HMFA
will require evidence of operating subsidy or rental assistance and services capacity before the
Agency will provide a financing commitment. Any loan made for eligible program purposes is
subject to deed restrictions as determined by the HMFA.

4.1  Eligibility Requirements

Eligible Sponsors/Borrowers

Qualified housing sponsors are defined as qualified for-profit and
non-profit housing sponsors, preferably with experience in providing
housing; or, associations of persons organized under the New Jersey
Statutes; or any corporation having for one of its purposes the
improvement of realistic opportunities for low- and moderate-income
housing by virtue of past activities, qualifications of staff or board, or
other features, to develop and operate housing projects.

Eligible Projects Must be special needs housing projects as defined under Definitions,
Section 2.13. The project must provide new housing opportunities
for special needs populations that were not previously provided on
the site. The Developer/Sponsor must identify the eligible target
population, the supportive service provider and submit a Social
Services Plan described in Section 4.11.

Projects requesting Tax-Exempt financing must meet the definitions
of a “residential rental property”, (2.10) and “complete living units”
(2.4) as defined in Section 2.
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Eligible Uses

Eligible Tenants/Residents

Vacancies

4.2 Amortizing Loans

Amortizing Loans

Eligible uses include capital financing for the acquisition of land
and/or building(s), rehabilitation of existing building (s) or new
construction, conversion of building(s) as rental apartments/units and
community residences for an identified target population(s). HMFA
may, through the Agency, make acquisition loans, construction and
permanent loans, and/or cash flow loans, and/or grants to qualified
Project Sponsors for the costs of special needs housing projects.
Construction only loans are not eligible uses. All required approvals,
licenses, or permits for a proposed special needs housing project
must be obtained and maintained by the Project Sponsor.
Rehabilitation or refinancing of existing special needs housing is not
an eligible use.

Sponsors seeking new construction financing or rehabilitation
financing must start construction only after closing on the loan or
grant. If a Project Sponsor starts construction and/or rehabilitation
prior to Trust Fund construction financing closing it is at their own
risk.

Individuals with mental illness, individuals with physical or
developmental disabilities, homeless individuals and families and
individuals in other emerging special need groups identified by State
agencies. (See definition for “individuals with special needs” Section
2, 2.9.) Written documentation from either a Commissioner of a
State Department or the Executive Director of a State Agency
identifying a special needs group or an emerging special needs group
is acceptable. Units financed by the Trust Fund may not be age-
restricted to individual’s age 55 and older.

Projects receiving Low Income Housing Tax Credits must fill units in
special needs set aside units within 60 days of a vacancy. Notice of
vacancy must be provided 30 days prior to a unit becoming vacant to
the service provider entity. If the unit is not filled within 60 days, the
next available tenant from the project’s waiting list may fill the unit
and the next comparable size unit vacancy will be made available for
a special needs tenant.

Financing will be structured in the form of an amortizing loan upon
determination by the HMFA that a special needs housing project is
expected to generate sufficient net operating income (NOI) to support
an amortizing loan. Sources of income, including the project target
population’s income status and rental subsidy sources will be
considered in determining the form of an amortized loan.
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Debt Service
Coverage Ratio

Risk Analysis

Repayment Terms

4.3 Cash Flow Loans

Cash Flow Loans

Repayment Term

The debt service coverage ratio is the relative cash flow available to
meet the annual interest and principal. A project’s cash flow analysis
must achieve and maintain a projected minimum debt service
coverage ratio of 1:15 for the initial 15 years of the loan.

Projects may be subject to additional credit enhancement obligations
based upon the HMFA's assessment of the associated risk involved in
providing a mortgage.

The maximum mortgage loan term will be established at the
underwriting stage. An amortized loan is a loan which the principal
as well as the interest is payable in monthly installments over the
term of the loan. An amortization schedule will be provided that
shows the periodic payment, interest and principal requirements, and
an unpaid loan balance for each period of the life of the loan.

Cash flow loans may be available to special needs housing projects
that cannot support an amortizing loan. Repayment of a cash flow
loan is from cash flow remaining after the payment of operating
expenses and the funding of all escrows, as required by the HMFA,
but prior to the distribution of Return on Equity if applicable. To the
extent that interest and principal are not covered by cash flow
payments, the payment of principal and interest will be deferred until
the end of the cash flow mortgage loan term.

If after review of an annual audit/compilation report submitted by the
Borrower to the Agency, the Agency determines that the balance of
the Mortgage Note cannot be repaid on the maturity date and
provided all conditions of the original Loan Documents have been
satisfied and maintained, the Agency may extend the term of the
Mortgage Note or consent to a refinance of the Mortgage Loan in
accordance with Agency policies and procedures. Extension or
refinance of a Mortgage will require that all terms and conditions of
the existing Mortgage Loan Documents continue through any new
mortgage term.

The payment will be in an amount equal to a percent of the project’s
available cash flow after the payment of operating expenses and the
funding of all escrows, as determined by the HMFA but prior to the
distribution of Return on Equity if applicable. To the extent that
interest and principal are not covered by cash flow payments, the
payment of principal and interest will be deferred until the end of the
cash flow mortgage loan term.
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4.4  Amortizing and Cash Flow Loans

Interest Rate:

Maximum Loan Amount

The Trust Fund will make construction and permanent loans. The
loan interest rates will be determined based on the financial
feasibility and the long-term affordability of the project as
determined by the HMFA. The mortgage interest rate is a fixed rate
for the term of the mortgage.

The maximum Trust Fund loan amount, for both the combined
amortizing and cash flow loans shall not exceed the lesser of 80% of
the total project costs or the actual appraised value at stabilization.
The Trust Fund will not be used to finance more than 80% of the
total development cost of any single project, regardless of the
combination of funding sources. Priority will be given to projects
that require less than 50% of the total development cost to come from
the Trust Fund. Project Sponsors seeking 75 to 80% of the total
development cost must demonstrate that they have exhausted all
available sources of leveraging. Sponsors are required to
demonstrate that other leveraging sources have been maximized
including but not limited to the Federal Home Loan Bank, Affordable
Housing Trust Funds, City and County Home funds, and HUD
programs. The total maximum loan amount for any single project
may not exceed four million dollars ($4,000,000). The Agency
reserves the right to determine reasonable costs and to set a
maximum allowable loan for a project.

The Trust Fund cannot be used to fund non-special needs units. For
mixed occupancy projects that have less than 60% of the units set
aside for special needs, the maximum loan amount for the special
needs units will be determined by Agency staff, but will not exceed
$100,000 per unit.

Determination of Project Cost

Term

Subject to the maximum loan amounts set forth above, the HMFA
may finance project costs as determined by the HMFA and as defined
in N.J.S.A. 55:14K-3g. The HMFA must determine that all costs are
reasonable and necessary. The HMFA will require the
Developer/Sponsor to submit an annual audit of project costs or a
compilation report.

Standard term is 30 years. The developer/sponsor may request a term
of less than 30 years or may request a term of more than 30 years.

At the end of the mortgage term, the Project Sponsor/Owner may
repay the balance of the mortgage, may refinance the project if it is
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Lien Status

Security/Collateral

financially feasible, or request an extension of the mortgage term as
long as the project will continue to promote the purposes of the
Special Needs Housing Trust Fund through any new mortgage term.
Consideration of an extension of the mortgage term will include a
review of the tenant records, annual financial statements, site
inspections and Social Services Plan implementation. Extension or
refinancing of the mortgage will require that all terms and conditions
of the existing Mortgage Loan Documents continue through any new
mortgage term.

All loans will be secured by a first mortgage lien on the land and
improvements if the borrower owns both in fee simple. If the
borrower occupies the property pursuant to a ground lease, the
HMFA will require a first leasehold mortgage secured by the
borrower’s interest in the lease and the improvements. The term of
the ground lease must at a minimum be for the term of the HMFA’s
first mortgage and affordability restrictions and will be in all respects
satisfactory to the HMFA. To further protect the Agency's interests,
the parties shall enter into a non-disturbance agreement with the
HMFA wherein the lessor will promise, among other things, not to
terminate the ground lease during the term of the Agency's
mortgage(s) and affordability restrictions except by reason of default
of the borrower, and in no event without first giving the Agency
notice and opportunity to cure that default, and, if required by the
HMFA and/or the Attorney General’s Office, amending the ground
lease when curing a default by the borrower. The form and substance
of the non-disturbance agreement must be acceptable to the HMFA
and the Attorney General’s Office.

Whenever a first lien position is determined not to be available, e.g.
federal regulations, the HMFA will allow its maximum loan amount
to be in a lesser position.

HMFA loans are secured or collateralized by a lien on the land,
improvements, project revenues and escrows. There is generally no
recourse to other assets of the borrower except in the case of fraud or
other acts with regard to the project.
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Commitment Term

Determination of
Project Cost

Construction and permanent loan commitments will expire one year
after the HMFA Board commitment date. In the case of permanent
only loans, the commitment will expire 120 days after the anticipated
construction completion date. The Executive Director is authorized
to extend the commitment for two additional consecutive 90-day
periods, if deemed appropriate in his or her sole discretion. A written
request for extensions must be made.

Subject to the maximum loan amounts set forth above, the HMFA
may finance projects costs as determined by HMFA and as defined in
N.J.S.A. 55:14K-3q. The HMFA is required to determine that all
special needs housing project costs are reasonable or necessary with
regard to the maximum loan amounts. The HMFA will require the
Developer/Sponsor to submit an audit of projects costs at the end of
construction.

Pre-development, Bridge and Acquisition Loans No more than one year (12 months) interest for

Return on Investment for
For-Profit Sponsors

Sale or
Prepayment

pre-development, acquisition and bridge loans may be eligible costs.

If applicable, the HMFA limits the return on investment that the
owners receive annually and upon sale of a project, pursuant to
N.J.A.C. 5:80-3. The base amount of the investment will be
determined after the project costs are audited and thereafter
periodically adjusted. The return on the base amount of the
investment will be determined by, the percentage of low (50% of
median and below), moderate (50% to 80% of median) and market
rate units in the project. The following rates of return shall apply.
The base rate is the 30-year Treasury bond rate at the time of the
mortgage closing.

Base rate + 6% for percentage of low-income units

Base rate + 4% for percentage of moderate-income units

Base rate + 2% for percentage of market rate units

The HMFA prohibits the sale of the project or any interest
therein without prior HMFA approval. Secondary financing,
representing a portion of the purchase price of the project or interest
therein, may be permitted by the HMFA as set forth in its regulations
at N.J.A.C. 5:80-5.7. Such secondary financing shall be subject to
the HMFA'’s standard underwriting analysis to determine its impact
on project financial feasibility and affordability requirements. In
performing its underwriting analysis, the HMFA will take into
account any potential non-renewal of or non-appropriation for any
governmental subsidies to the project, including, but not necessarily
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4.5

Grants

Grants

limited to, project based Section 8. Any sale or prepayment not
authorized by the HMFA will result in a default of the mortgage loan.
If the project's mortgage term exceeds 20 years, it may be prepaid
after year 20; however, the low-income housing, Special Needs
Housing Trust Fund and other HMFA restrictions remain in place
through the original mortgage term.

The HMFA may provide Trust Fund financing in the form of a grant
if: a) the applicant provides documentation confirming to the
satisfaction of the HMFA that another source requires the HMFA’s
funding to be provided in the form of a grant; or b) the HMFA source
of funds require that it be a grant.

Grants to Tax Credit Projects

In order to maximize tax credit financing, the HMFA may consider
providing Trust Fund financing in the form of a grant to be loaned to
a third party, provided such structure is required by the project’s tax
credit investor and is warranted by HMFA staff review of project
feasibility. In this instance, the HMFA would grant Trust Fund funds
to a non-profit entity (“Grantee””) who would loan those funds to a
for-profit entity (“Borrower”) solely for the purpose of financing
special needs housing for the project population named in the initial
financing application to HMFA. Both the Grantee and the Borrower
will be required to execute and acknowledge the terms of the HMFA
Grant Agreement, Deed Restriction and Regulatory Agreement.

Grantee agrees to include in the loan documents to Borrower any and
all covenants and restrictions for the project and land contained
within the Grant Agreement, Deed Restriction and Regulatory
Agreement. Grant funds shall not be disbursed to Grantee until
Grantee’s loan documents to Borrower have been reviewed and
approved by the HMFA. Grantee will loan the grant funds to
Borrower immediately after receipt from HMFA. As a condition of
receiving the grant funds, Grantee will deposit into an Operating
Reserve dedicated solely to the project any principal and/or interest
accrued and paid on the loan to Borrower.

Escrows: If the escrow requirements of the HMFA for the Grant of
Trust Fund funds are satisfied by the escrow requirements of the tax
credit investor, the HMFA may waive its escrow requirements
provided the tax credit investor keeps their escrow requirements in
place for the term of the HMFA Grant Agreement, Deed Restriction
and Regulatory Agreement. The HMFA reserves the right to review
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Grant Compliance Term

Grant Recapture

escrow requirements if they will be held by the Project
Sponsor/Owner or Grantee.

Should the financial feasibility of the project become compromised
during the term of the HMFA grant, it will be the responsibility of the
Grantee to notify HMFA and all other funding entities and to secure
financial remedy options in accordance with the HMFA Grant
Agreement, Deed Restriction and Regulatory Agreement with all
parties who made financial contributions, grants or loans to the
project.

The compliance term of all Trust Fund grants is thirty (30) years
from the date of the grant award; however, the HMFA may adjust the
grant term based on the requirements and conditions of other funding
sources. The grant shall be forgiven in full at the end of the 30-year
term if the grant recipient complies with the grant agreement
throughout the grant term.

Trust Fund grants must be repaid in full to the HMFA if the grant
recipient does not comply with the conditions of its grant agreement
with the Agency for the full term of the grant.

4.6  Underwriting Analysis

Site Inspection and Acceptance

Tenant Relocation Plan

Upon receipt of a completed application, the HMFA shall conduct a
site inspection within twenty (20) business days. The site inspection
team will include representatives from the Supported Housing and
Special Needs Division, Multifamily Division as applicable,
Technical Services Division, the Project Sponsor and the appropriate
State Agency (for the targeted population), if applicable. The site
visit will determine if the site is suitable for the development's
purpose, including the needs of the target population. Please refer to
the Special Needs Housing Trust Fund Application Best Methods
Design Questionnaire.

Once the site is determined to be acceptable and a review of all
relevant materials (preliminary construction costs, environmental
documents, etc.) submitted with the application is completed, a Site
Inspection Report will be issued by HMFA. Please note that a
preliminary site acceptance determination is an initial decision made
by the Agency and may be changed at a later date based upon
development costs and/or substantial changes to the project.

If a site is identified that has an existing tenant population and will
result in the displacement of tenants, the applicant must submit a
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Real Estate Valuation

Appraisals

“Tenant Relocation Plan” as part of the application for Trust Fund
financing. This Plan must provide a minimum amount of time that is
given to the tenants to relocate. The Agency recommends a
minimum time period of six (6) months for relocation from date of
the notice provided by the property owner to the tenants. The
Agency may request that the applicant submit proof of this notice by
providing signed Certified Mail receipts to the affected tenants. In
addition to the six month notice as outlined above, the project
sponsor is required to file a “Tenant Relocation Plan” which must be
approved by the HMFA for Agency financing.

In addition to the notice as outlined above, the responsibilities of
Project Sponsors who are applying for monies for relocation under
the Special Needs Housing Trust Fund shall be as follows:

1) The applicant must certify and provide assurance that it will
comply with the procedures under the Federal Uniform Relocation
Act (the regulations at 49CFR part 24, subpart B) and must ensure
such compliance notwithstanding any third party’s contractual
obligation with the Project Sponsor.

2) The Project Sponsor must maintain records in sufficient detail
to demonstrate compliance with the Uniform Regulatory Agreement
and these Guidelines.

The HMFA recognizes the lesser of the appraised value or the
purchase price of the realty and any buildings and improvements
thereon, in the most recent arm's length transaction as provided by a
“Delineation of Title” history (completed by the appraiser)
identifying each party associated with the conveyance for a
maximum of 10 years. The appraised value of the real estate may be
considered if the arms length transaction exceeds 10 years.

Please Note: Arm’s Length Transaction is defined as a transaction
negotiated by unrelated parties, each acting in their own self-interest
in arriving at a basis for a fair market value determination.

An independent appraisal that conforms to the Uniform Standards of
Professional Appraisal Practice (USPAP), and in accordance with the
HMFA standards, will be commissioned by the HMFA to determine
project valuation for both the site and building. Where applicable,
the value of the federal low income housing tax credits must be
provided. Regardless of whether or not the project has received tax
abatement, the appraisal will also provide the most recent tax
assessment on the property. Depending upon the type of housing and
the number of units, the HMFA will determine the type and scope of
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Appraisal Updates

the appraisal that will be commissioned. *For HUD 811 Supportive
Housing Projects, HMFA will accept the HUD approved appraisal.

PLEASE NOTE: While the cost of the appraisal is borne by the
Developer/Sponsor, the HMFA will order the appraisal. The cost of
the appraisal is an allowable project cost. The process is as follows:

e The appraiser is selected from a computer database that keeps a
rotating list of appraisers that have been pre-approved to do
business with the HMFA. The appraiser at the top of the list is
selected based on the type, size and location of the project to be
appraised.

e |If for some reason, the appraiser cannot do the requested
appraisal, the computer will provide three alternates and the
HMFA will request a bid from those three appraisers to do the
required work.

e Once a price has been given and accepted by the HMFA, the
developer/sponsor is notified of the cost. At that time, the
developer/sponsor is required to send a check for that amount to
the HMFA. No appraiser will be authorized to begin work until
the HMFA has received the check.

e The developer/sponsor is responsible for providing all
information to the Credit Officer that is needed for the appraiser
to complete the assignment. In turn, the Credit Officer will
provide that information to the appraiser.

e The developer/sponsor is to have no contact with the appraiser
and the appraiser is to have no contact with the developer/sponsor
until the appraisal has been completed, reviewed by staff and
approved.

e Once the appraisal has been approved by the HMFA, the
developer/sponsor will be supplied with a copy of the appraisal.

(For a copy of the appraisal standards utilized by the Agency, please
contact the Multifamily Programs and Credit Division at 609-278-
7519.)

All appraisals have a shelf life. Property values change quickly and
are dependent on many different data. The HMFA requires that
appraisals be updated under the following circumstances.

e An appraisal completed for a project is valid for one year (12
months).

e An update must be ordered if the appraisal is in a Bond issue and
the appraisal age exceeds that required by the bond underwriter
(6-12 months). The Multifamily Division will assess the actual
appraisal and the risk to the Agency for each individual project.
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Some of the determining factors to be used to determine when the
appraisal should be up-dated are Loan To Value (LTC), market
area stability and rental structure, project type and status, etc.

e An update must be ordered if the appraisal is more than one year
old and a re-commitment is needed. Again, the Multifamily
Division or the Supported Housing and Special Needs Division
will assess the actual appraisal and the risk to the Agency for
each individual project. Some of the determining factors to be
used to determine when the appraisal should be up-dated are
LTV, market area stability and rental structure, project type and
status, etc. This applies even if bonds have been sold.

Population Needs Analysis A needs analysis that demonstrates the current and projected need

Marketing Plan

and demand for housing for the targeted population(s). A supportive
housing population needs analysis shall address the following:

1. The scope of the current and 30-year projected need of the
target population(s) for supportive housing;

2. Define the market area, including sources of referrals for
supportive housing;

3. Current and estimated population needs assessment for the
defined market area. Applicants can obtain this information
from Federal, State and local agencies and other sources;

4. Estimated time it will take to fill the units;

5. The estimated income and sources of income for the target
population(s); and

6. The number of supportive housing and other types of
designated housing serving the target population(s) in the
defined market area.

For all projects receiving a Trust Fund commitment, depending on
the size and scope of the project, the Project Sponsor and/or the
Managing Agent may be required to provide a marketing plan for the
HMFA's approval and acceptance. This plan must outline all the
preliminary marketing to be accomplished prior to opening and
thereafter. The plan must also provide for the ongoing marketing
efforts that will be made to keep the project fully occupied. The
outline must provide a timeline for all anticipated activities and
should be tied to benchmarks during construction.

Where the HMFA is making both the construction and permanent
loan, the plan (if required) shall be submitted prior to closing on the
construction loan. Where the HMFA is providing only the take-out
financing, if required, the project shall submit its marketing plan (if
required) prior to construction start. In certain cases of rehabilitation
where there is an existing occupancy, the Project Sponsor and/or the
Managing Agent must submit documentation that a full marketing
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plan is not needed and give the reasons the HMFA should accept a
lesser marketing analysis.

Building Design The external and internal design of the building is important to
meeting the goals of the Trust Fund as indicated in Section 3.H of
these Guidelines. The Project Developer/Sponsor is encouraged to
review the Special Needs Housing Trust Fund Application Best
Methods Design Questionnaire early in the development of the
project concept and preliminary design. The Application Best
Methods Design Questionnaire must be completed prior to HMFA
review of final site plans and evidence of design features for special
needs units referenced in the Application Best Methods Design
Questionnaire submission must be documented on the Plans.
HMFA Technical Services staff will review building plans,
consistency with the Application Best Methods Design
Questionnaire, and is available to assist with meeting these priorities.
Failure to meet these priorities may result in a project not receiving
financing.

The HMFA discourages the use of EIFS (Exterior Insulation Finish
Systems such as DRYVIT) and electric heating systems. If the use
of either of these systems is contemplated, it must be disclosed at the
application stage and written authorization must be received from
the HMFA before engaging professionals to produce Design
Development drawings.

Developers are encouraged to make developments as energy
efficient as possible by utilizing the standards provided in the
DOE/EPA’s Energy Star Program Guidelines. In addition, the
HMFA strongly supports projects that incorporate "green” building
concepts. Green building involves assessing features such as the
building location, the construction materials used, and the internal
operating systems installed to minimize environmental impacts of
new construction and maximize the indoor air quality and quality of
life for the building residents. For more information on available
resources, please contact the Technical Services Division, Green
Technical Advisor at 609-278-7627.

For substantial (gut) rehabilitation projects, a structural
engineering report on the existing structure, acceptable to the
HMFA, must be submitted. All existing mechanical, plumbing and
electric systems must be replaced.

If the degree of rehabilitation to be accomplished is less than
substantial, an engineer's report describing the condition of these
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Construction Budget

Wage Rates

Tax Abatement

Sales Tax Exemption

building systems, and listing their recommendations, may be
required.

The construction budget must be supported by a Summary Trade
Payment Breakdown and the HMFA Residential Cost Analysis Form
signed by the contractor. These documents and other supporting
schedules such as the construction completion schedule and design
development drawings must be submitted by the contractor and
approved by the Director of Technical Services prior to mortgage
commitment. Refer to the Technical Services Requirements
document attached to the Document Checklist, for the timing of the
submission of these documents. Construction Trade Payment
Breakdowns for U.S. Department of Housing and Urban
Development 811 Supportive Housing Projects are acceptable.

Depending on construction financing requirements of funding
sources the developer/sponsor may be required to pay prevailing
wages as determined by the N.J. Department of Labor except that
prevailing wages determined by the U.S. Department of Labor under
the Davis Bacon Act shall be used if an HMFA construction loan is
subject to direct or indirect federal assistance. It is the responsibility
of the developer/sponsor to determine the applicability of prevailing
wages or the Davis Bacon Act.

The developer/sponsor is encouraged to obtain a municipal resolution
granting a real estate tax abatement and authorizing an agreement for
payments in lieu of taxes ("P.I.L.O.T.") for the project under
HMFA's statute, N.J.S.A. 55:14K-37, during the mortgage or grant
term. Furthermore, it is beneficial to the project if tax abatement is
obtained pursuant to HMFA statute rather than the Long Term Tax
Exemption Statute.

In general, the HMFA has found that a project without a tax
abatement or a project with a tax abatement under the Long Term
Tax Exemption statute may have trouble demonstrating financial
feasibility. (Please contact the HMFA for the Tax Abatement Form)

Sales of materials or supplies to Project Sponsors utilizing HMFA
construction financing are exempt from NJ State sales tax. Sales of
materials or supplies to contractors for the purpose of erecting
housing projects that have received the HMFA construction financing
and other local, State or federal subsidies are exempt from NJ State
sales tax. (Please contact the HMFA for the Sales Tax Exemption
Form.)
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Environmental Review

Professional Liability
Insurance*

Insurance Requirements

General Contractor in
Lieu of Architect

A Preliminary Assessment Report (Phase 1) as described in N.J.A.C.
7:26E-3.2 is required for the project site. Additional assessments,
such as a Site Investigation described in N.J.A.C. 7:26E-3.3 et seq.,
or Department of Environmental Protection (DEP) remediation
measures may also be warranted. Rehabilitation projects must
provide a plan for asbestos removal and remediation of lead-based
paint, radon, and underground storage tanks. A letter of "no further
action” from DEP may be required.

A transaction update from the consultant, indicating that no further
pollutants have been introduced to the site, will be required on all
assessments or investigations prepared more than six months prior to
construction start.

Required for the Contractor and the architect and any other
professional(s) as reasonably determined by HMFA for any project
whose construction costs exceeds $100,000. The contractor must
have general liability insurance, workmen's compensation, and
contractor's public liability and property insurance. The architect(s)
must have Errors & Omission Insurance. Projects with development
costs under $100,000 may be asked to provide any of the above
professional liability insurance coverages at the discretion of the
HMFA.

*All insurance must be issued by a firm with an A.M. Best Rating of
B+ or better.

All  projects must have insurance policies providing
Property/Crime/Liability and Equipment coverage approved by the
HMFA. The HMFA as lender must be named as mortgagee
additional insured/loss payee on the project insurance policy and
must be notified in the event of non-payment and/or lapsing
coverage. This must be included in insurance documents provided
for project closing.

For those projects that require moderate rehabilitation as determined
by the HMFA, the HMFA may consider a general contractor’s
services instead of engaging an architect, so long as municipal
requirements such as building permits, write-ups and costs estimates
will be obtained from the general contractor in these instances.
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4.7  Construction Completion Guarantees

Construction and
Permanent Financing*

Permanent Financing*

Construction Contingency

Developer's Fee

Projects with construction costs over $100,000 shall provide one of
the following construction guarantees: 1) submit a 100% Payment
and Performance Bond for a term from the HMFA loan closing date
through 2 years from the date of issuance of the Certificate of
Occupancy or Architect’s Certification of Substantial Completion,
whichever is the later; or 2) provide cash or a letter of credit equal to
10% of hard costs; or 3) a maintenance or warranty bond equal to
30% of construction costs; or 4) provide another form of guarantee
which is acceptable to the HMFA. Projects with construction costs
under $100,000 may be asked to provide one of the above
construction guarantees at the discretion of the HMFA.

In the case of permanent only financing, the developer/sponsor must
provide one of the following for a term of 2 years from the date of
issuance of the Certificate of Occupancy or Architect’s Certification
of Substantial Completion, whichever is later: 1) 100% Payment &
Performance Bond equal to the construction cost; 2) Letter of Credit
equal to 10% of the construction cost; 3) Warranty Bond equal to
30% of construction cost; or 4) another form of guarantee which is
acceptable to the HMFA. The cost of a Payment and Performance
bond construction guarantee is an allowable project cost.

*All bonding companies must be rated with an A.M. Best Rating of
B+ or better.

The contingency may be used to cover increases in both hard and soft
costs.

The budgeted contingency for new construction projects is 5% of the
construction costs.

The contingency for rehabilitation projects is 10% of the construction
costs. This may be adjusted based upon an acceptable engineering
report submitted to the HMFA. The budgeted contingency for soft
costs must be at a minimum of 1% of the budgeted expenses.

The amount of the developer's fee allowed for Special Needs
Housing Trust Fund financing is limited to up to 8% of total
development cost excluding working capital, marketing expenses,
escrows, and operating deficit reserves. The developer’s fee for Low
Income Housing Tax Credit projects is determined by a Multifamily
Program and/or the Low Income Housing Tax Credit Qualified
Application Plan.
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Special Needs Project
Escrow Account

In addition, the non-deferred portion of the developer fee for all
projects shall not exceed 8% of the aforementioned development
cost. The deferred portion of the developer fee shall be achieved
from cash flow by way of Return on Equity after payment of debt
service, operating expenses and funding of all required escrows and
reserves.

The developer fee does not include fees paid to the architect,
engineer, lawyer, accountant, surveyor, appraiser, professional
planner, historical consultant, and environmental consultant.
Executed contracts for these professionals shall be submitted to the
HMFA before being recognized as a separate line item expense.
Certain fees are subsumed within the developer fee — such as
acquisition fees, compensation to the general partner, financial
consultants, employees of the developer, construction
managers/monitors, clerk of the works and syndicator-required
consultants.

For all preservation projects, calculation of the developer fee for
building acquisition costs shall be limited to eight percent of the
acquisition amount. In addition, the non-deferred amount of this
portion of the developer fee shall not exceed four percent of the
acquisition amount.

Developers may pledge their fee toward meeting the equity
requirement. The amount allowable will be determined at the sole
discretion of the HMFA. The developer's fee is earned on a pro-
rata basis during the construction period based upon the
percentage of construction completion, which is determined using
an AlA document (Application and Certificate for Payment) or other
document acceptable to HMFA and signed off by the Contractor,
Architect and HMFA’s Director of Technical Services. The
unpledged portion of the developer's fee is payable only when
earned and is earned only after the entire pledged portion has
been earned.

The Special Needs Project Escrow Account is comprised of twelve
(12) months of operating expenses, and one year of taxes and
insurance. The Special Needs Escrow Account is funded at the time
of loan closing and held at the Agency. The account will be available
to cover potential cash deficiencies during operations and will be
established and maintained by HMFA and will remain in the project
for the life of the mortgage. If there are funds remaining at the end of
the mortgage term, these funds will revert to the Special Needs
Housing Trust Fund. The Special Needs Escrow Account does not
apply to HMFA Multifamily financing, Low Income Tax Credit or
HUD 811 Supportive Housing Program projects.
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Repair and Replacement Reserve

For Grants to Tax Credit
Projects Only:

Operating Account

A Repair and Replacement Reserve Account will be established and
maintained by HMFA at the time of construction and/or permanent
loan closing. The Account will be established with $2,000 per unit or
$1,000 per bed. In addition, the Developer/Sponsor will be required
to make quarterly deposits to this account in accordance with the
monthly reserves for repairs and replacement established at the time
of HMFA financing commitment.

The HMFA Property Management Division will be conducting
annual property site inspections in accordance with HMFA Property
Management Policies and Procedures.

Note: The Special Needs Project Escrow and the Repair and
Replacement Reserve under these guidelines will not apply to
projects financed under the Agency's Division of Multifamily
Guidelines and Financing Policy or other Agency program. Please
refer to the Multifamily Rental Financing Guidelines or other
appropriate Agency Guidelines for additional information.

If the escrow requirements of the HMFA for the Grant of Trust Fund
funds are satisfied by the escrow requirements of the tax credit
investor, the HMFA may waive its escrow requirements provided the
tax credit investor keeps their escrow requirements in place for the
term of the HMFA Grant Agreement, Deed Restriction and
Regulatory Agreement. The HMFA reserves the right to review
escrow requirements if they will be held by the Project Owner or
Grantee.

An owner must establish and maintain a separate operating account
for all income and expenses specific to each project funded by the
Agency. Sponsors may not transfer funds from one Agency project
for the use of another housing project or to an umbrella account that
may cover many projects or other initiatives of the Sponsor. The
Agency’s Audit Division conducts an audit every five years (or as
needed) on each Special Needs Housing Trust Fund project to ensure
that this does not occur. Failure to comply with this requirement may
result in the project being deemed in violation of HMFA’s mortgage
requirements.
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Operating Expenses Sponsors are encouraged to use the following project minimums.
Deviating from these minimums will require an explanation
acceptable to the HMFA.

(A)

(B)

(©)

(D)

(E)

(F)

Annual Management Oversight

Management Fee for Project:

Management fee for projects must be budgeted within the
average range of $46 - $61 per unit per month or $23 - $30
per bed per month. Each year the range will be increased by
the HMFA based on the current Consumer Price Index (CPI).

Reserve for Repairs and Replacement:

The owner is responsible for quarterly payment of Reserves
for Repairs and Replacement to the HMFA. Reserve for
Repairs and Replacement should be budgeted as follows:
under fifty (50) units for rehabilitation or new construction at
five hundred seventy-five ($575) per unit.

Bookkeeping/Accounting & Computer Charges — are
applicable to the preparation of Monthly/Quarterly Operation
Reports (MORs/QORs) and when combined, cannot exceed
$6.10 per unit per month, but not to exceed $945 per month.

Insurance

Insurance must be budgeted at $500 per unit for two story
buildings or less and $550 for three story buildings and
above, unless proof of the actual expense is provided.

Salaries and Related Charges
Benefits and Payroll should be estimated with the following
guidelines:

Benefits — between 15% and 30% of the total salaries
Payroll Taxes — at 10% of the total salaries.

Worker’s Compensation — between 2% and 3% of the total
salaries.

The Owner will pay taxes and insurance and provide
documentation of such payment annually to HMFA’s
Property Management Division.

On an annual basis, Project Owners/Sponsors must meet the
following Special Needs Housing Trust Fund property management
criteria for both grants and loans:
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Projects that have a completed annual audit must submit a copy of
the audit. If a project does not have a full audit then a Financial
Compilation Report will be accepted. The Financial Compilation
Report is due 90 days after the close of the Project’s fiscal year. The
Report must be prepared by an independent Certified Public
Accountant (“CPA”); CPA’s do not have to use the HMFA chart of
accounts and CPA contracts will not be required.

1. Annual Project Specific Financial Compilation Report

A Compilation report will include the following:

e A Balance Sheet

e Statement of operations/income and expenses

This will include itemizing income from rental subsidies, tenant

rents and all other sources.

e Statement of cash flow

e Detailed schedules of income and expenses

e Monthly bank statements from project specific account for the
year

e PILOT calculation and payment, if applicable

e “Cash Flow Mortgage” schedule/calculation (when
applicable), which reflects the applicable document (e.g. the
mortgage note). The amount due at the end of the year must
be clearly reported.

e Statement of partners’/members’ equity/capital

e Cumulative Return on Equity (ROE) schedule when
applicable

Note: If the project has a cash flow mortgage and the Financial
Compilation Report shows that there is a positive cash flow, the
Agency will invoice the Project Owner for the amount noted in
the Mortgage documents. These funds will be collected and
deposited back into the Special Needs Housing Trust Fund.

2. Insurance Binder and Proof of Premium Payment (cancelled
check) and Proof of Payment of Taxes (copy of tax bill and the
cancelled check(s).

3. Annual Rent Roll
This document will contain the unit number, name of resident,
amount of rent, amount of rental subsidy and source, amount of
tenant portion of rent and date of occupancy.

4. Annual Property Inspection
All projects should have a property inspection on an annual basis.
If the project has an annual inspection conducted by a
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Vacancy Rate

Acceptable Housing
Quiality Standard

4.8 Income Targeting

Very-low and Low Income

Rents

government entity such as the Department of Human Services
(“DHS”), the Department of Community Affairs (“DCA”) or
HUD, a copy of this inspection may take the place of an annual
property inspection conducted by the Agency. For projects that
do not provide documentation of an inspection conducted by
DHS, DCA or HUD, the Agency will schedule a property
inspection with the Property Management Division.

Requests for release of funds from the Special Needs Project
Escrow Account will not be considered if a project is not in
compliance with the items listed above. Failure to adhere to these
criteria may result in the project being deemed in violation of the
HMFA’s mortgage documents.

The vacancy rate used for each project will be determined by the
demand analysis and appraisal. At initial application, a minimum of
a 5% vacancy rate may be used.

At a minimum, units must meet the State Uniform Construction
Code, local codes, certificate of occupancy requirements, as well as
zoning requirements and may be subject to review and approval by
HMFA'’s Technical Services Division.

HMFA will underwrite very-low and low-income rents at 30% and
47.5% of area median income, respectively.

To the maximum extent economically feasible, the rents will be set at
a level affordable to the targeted income and special needs group(s)
to be served and will be determined by a demand analysis or
experience and the need to serve very-low income households.

The restrictions on tenant income and on rents shall be enforced
through a deed restriction on the project and land for the term of the
HMFA's mortgage. Projects receiving tax credits shall also be
subject to a deed restriction pursuant to the Internal Revenue Code.

Persons with special needs who require twenty-four (24) hour
assistance may occupy the home/unit with appropriate caregivers.
Parents and/or legal guardians of the resident’s property may sign the
rental lease agreement on behalf of the eligible resident applicant and
may provide security deposits if necessary. The lease agreement
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Changes to Project and
Sponsor/Ownership

shall be in a form acceptable to the appropriate State Agency having
oversight of the special needs population. Initial rents as well as
future rental increases should not create a rent burden for tenants.
Rents will be reviewed by HMFA and must be acceptable to HMFA
and the appropriate State Agency.

If the sponsor/owner wishes to change the social services provider or
the property management company or if any changes in ownership
are needed, permission must first be obtained from the Agency.
Please contact the Director of the Division of Supported Housing and
Special Needs regarding proposed changes to a project.

4.9 Transfer of Ownership

General Policy

The HMFA prohibits the sale of the project or any interest therein
without prior HMFA approval. Any sale or prepayment not
authorized by the HMFA will result in a default of the mortgage loan.
If the project’s mortgage term exceeds 20 years, it may be prepaid
after year 20; however, the low-income, Special Needs Housing
Trust fund and other HMFA restrictions will remain in place through
the original mortgage term.

Secondary financing, representing a portion of the purchase price of
the project or interest therein, may be permitted by the HMFA. Such
secondary financing shall be subject to the HMFA’s standard
affordability requirements.

(@) To be effective, all proposed changes in ownership interest of
any Agency-financed housing project must receive prior review and
written approval of the Executive Director.

(b) The prior specific review and approval of the Agency Board
members is required if a proposed change involves a general partner,
or shareholder with more than a 10 percent interest, or where the
change involves a transfer of control of the housing sponsor.

(c) Changes in ownership processed under these rules shall not
result in a modification of the statutory, regulatory or contractual
requirements governing the housing sponsor and housing project.

(d) The proposed buyer must provide evidence satisfactory to the
Agency that they have the financial sufficiency, organizational
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capabilities, background and previous housing experience that will
help ensure that the buyer/new owner will be capable of operating the
project. The Agency is under no obligation to approve the transfer or
resale if these evidences are not provided.

(e) The fee for any transfers of ownership interest for projects
financed under the Special Needs Housing Trust Fund only shall be
$500.00 paid to the Agency for its administrative costs in processing
the request to transfer ownership of the project or any interest therein.

(f) Projects receiving financing from another Agency program in
addition to Special Needs Housing Trust Fund financing may also be
subject to transfer of ownership or prepayment requirements and fees
under N.J.A.C. 5:80-5 et seq.

(g9) Any outstanding supplemental financing must be paid at closing,
unless the Agency determines the financial viability of the project is
not jeopardized by the continuation of such supplemental financing
and the buyer assumes all supplemental financing.

Required Documentation for Transfer of Ownership

The Agency will require a minimum of the following documents for
review in connection with any proposed transfer of ownership
interest:

1. Complete description as to the nature of the transfer of ownership
interest;

2. Administrative questionnaire for buyer (company and personal as
necessary);

3. Copy of Operations Agreement with proposed revisions;

4. Any other documents determined by the Agency to be necessary.

The following additional documents may be required for transfers
involving 90 percent or more of the ownership interest:

1. Experience questionnaire of buyer;

2. Buyer’s certified financial statements;

3. Legal opinion from seller’s attorney and, if requested by the
Agency, from buyer’s attorney;

4. Appraisal of property;

5. Physical inspection report approved by the Agency;

6. Financial report on project operations approved by the Agency.
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Prepayment of Mortgage

Prepayment of the Agency mortgage loan will be permitted only with
the prior written approval of the Agency provided the following
conditions are met:

1. Sponsors of projects financed by the Special Needs Housing Trust
Fund may prepay the Special Needs Housing Trust fund mortgage at
any time following the 20-year period following the date of the
mortgage closing.  However, any such prepayment shall be
conditioned upon the housing sponsor’s agreement that: the Agency
policies on tax, insurance, repair and replacement, and Special Needs
Housing Trust Fund Escrow reserves/ and the corresponding rules
under the Special Needs Housing Trust Fund Guidelines regarding
targeted population, affordability controls and all program related
restrictions on the project as stated in the original loan documents
shall continue to be applicable in their entirety to the sponsor, project
and tenants residing therein until the original expiration date of the
original mortgage loan. Such prepayment shall also be conditioned
upon the agreement of the sponsor to pay any servicing fees and
charges, if any, currently being paid by the sponsor under the loan
documents, through the remainder of the original mortgage term, in
order to cover the administrative costs of the Agency in monitoring
the statutory and regulatory controls that will continue to apply to the
project. The Agency may require housing sponsors to execute a deed
restriction or other appropriate agreement upon prepayment whereby
the sponsor acknowledges the continuing statutory and regulatory
control of the Agency and its obligation to pay fees and charges
determined by the Agency to be due in accordance with this section.

2. Upon prepayment of the Agency mortgage provided in (1) above,
the Agency will endorse the mortgage for cancellation so the Sponsor
may cancel it of record.

410 CLOSING TIMELINE

Document Checklist Requirements: The processing of an HMFA loan application is monitored
by a project specific document checklist. Once all document checklist closing
requirements have been submitted and approved by HMFA, a closing goal date can
be targeted. Once we are able to target a closing goal date, all requirements noted on
the project’s document checklist must be submitted to the assigned Regulatory
Affairs paralegal no less than two weeks prior to an anticipated closing date to allow
sufficient review time by the appropriate Agency staff and counsel. For example, if
you wish to close your loan by September 15th, all documentation must be received
by your Regulatory Affairs paralegal no later than September 1st.
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Loan Documents: The Regulatory Affairs paralegal assigned to your project will provide you with
draft loan documents prior to your loan closing. These loan documents are form loan
documents that have been prepared in consultation with our counsel, the Office of
the Attorney General of New Jersey. Any requested modification to these loan
documents must address project specific details only, however, if project specific
revisions are requested, they must be submitted to your Regulatory Affairs paralegal
within five (5) business days of your receipt of the draft documents. The project
sponsor or attorney representing the project sponsor is responsible for the
coordination of all loan document comments from project counsel, syndicator, any
subordinate lender, or other party to the transaction so that we receive one complete
set of comments inclusive of all parties. Any requested modification to our form
loan documents will require the review and approval of the Attorney General’s
office. Our goal is to have final loan documents in executable form no later than two
days prior to an anticipated loan closing. Changes requested to loan documents at
the closing table will not be entertained.

Closing Form 10; Closing Statement; Sources and Uses: Your HMFA assigned Credit Officer
will work with one project sponsor or consultant to address and finalize any Form
10 (Pro Forma) budget issues for closing, including but not limited to preparation of
a Sources and Uses Statement and Closing Statement. These items are required to be
in final form before a closing date can be firmly scheduled. For costs to be paid at
closing, including reimbursement of expenses paid, up to five invoices with
appropriate back-up documentation must be received no less than two-weeks prior
to any anticipated closing goal or otherwise may not be paid at loan closing. Any
disbursements requested at closing will be paid by our Finance division on the day
following the closing date.

Please note for additional information regarding underwriting guidelines,
please consult the Explanatory Notes for completing the HMFA Form 10
Proforma.

Closing Date: Upon satisfaction of all closing requirements and coordination of the parties
necessary for attendance at closing, a closing date will be scheduled by the assigned
Regulatory Affairs paralegal. All HMFA loan closings will be held at the HMFA
offices located at 637 South Clinton Avenue, Trenton, New Jersey. In recognition of
the value of the time of our project teams, HMFA has made the closing day process
one that can occur within a short period of time. This efficient process is only
possible with the cooperation of all parties in attendance. It is expected that
everyone attending the loan closing will arrive promptly to the closing and have all
outstanding issues resolved prior to closing day. The project sponsor’s signatory
must attend closing along with a witness for the signatory, the attorney for the
project attorney and a title representative from the approved company insuring the
loan, unless otherwise agreed to by HMFA staff.

If any of the timelines or requirements noted are not adhered to, the closing date
may be rescheduled at the sole discretion of Agency staff and counsel.
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4.11 Social Services Plan

Developers/Sponsors proposing a special needs housing project must identify the target population

and a service provider agency for the project. In addition the service provider must provide a
Social Services Plan that addresses the needs of the target population and the plan components
outlined below. The Social Services Plan must meet the guidelines listed below unless it has been
developed and approved in accordance with criteria established by either the Department of Human
Services or the Department of Children and Families.

In the event that a Project Owner wishes to transfer to a new service provider, the owner must
submit a request for transfer in writing, including the reasons for the request, to the Supported
Housing and Special Needs Unit with a revised Social Services Plan. All transfers must be
approved by HMFA.

Social Services Plans are subject to the HMFA’s approval. If the service provider is receiving
funding from a State Agency, the appropriate State Department, Division or Agency funding the
services must approve the Social Services Plan, any requested transfer of service provider, or
comparable requirements, to the satisfaction of the State funding entity and provide evidence of
approval to HMFA.

Social Services Plan The Social Services Plan must include a description of the scope of
social and support services to be provided for supportive housing
projects, including a staffing plan and how the services will be
delivered and funded. The services must be affordable and
appropriate to the target population to the satisfaction of NJHMFA,
available and accessible to the project's tenants and the social service
provider must have the capacity to perform such services. The social
services plan must address the target populations’ support service
needs and may include a range of services across a wide continuum
of care and intensity appropriate to the target population(s).
Appropriate and needed services must be supported by evidence-
based practice, research and/or direct practice experience. Each
special needs tenant does not have to utilize all of the services
provided by the project; however, the services must be available. The
social services plan shall address, but is not limited to, the following
items:

i. A description of the targeted population(s), including criteria
which will qualify proposed tenants for the supportive housing units
and expected support services that are likely to be required.

ii. A description of the proposed services, including how services
respond to need areas of tenants, how services will be funded, and
service location (on site or in the community).

iii. The plan must describe the scope of services for the
tenants/residents of the project, including how the supportive and/or
treatment services will be funded, the staffing plan, and a plan for
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Tenant Selection

Service Needs Assessment

Capacity

Performance Measures

Accessibility

how the services will be delivered. The plan must address how the
project will promote residential opportunities that are integrated into
the neighborhood or the community. The plan must include, at a
minimum, the following three services: 1) service coordination/ case
management; 2) linkages to mainstream resources including
entitlement programs; and 3) linkages to health care and treatment
programs as needed.  Services should be designed to assist
individuals and families to maintain their housing and/or residential
opportunity. A description must include how services will be
coordinated or made available to all special need tenants, including a
listing of referral sources.

The plan must describe the population to be served and how the
population will benefit from the project. The tenant selection policy
must be described and referral sources identified. If the plan
proposes to restrict occupancy to any group, an explanation of why it
is necessary for the restriction(s) must be provided. A description of
tenant/landlord relationships, including roles of the service provider
and developer in tenant/landlord relationships, how prospective
tenants will be recruited, screened, and selected, and the plan for
problem resolution to minimize evictions for supportive housing
tenants.

The plan must indicate how the housing and supportive service needs
of the tenants will be assessed, including the relevant assessment
tools, and how these needs will be addressed. The services provided
must be appropriate to the needs of the target population.
Appropriate and needed services may be supported by evidence
based practice, research and/or direct practice experience.

The plan must describe and demonstrate capability and experience of
the social service provider in providing housing and/or supportive
and social services to the target population or a relevant special needs
population.

The plan must include performance measures (including quality of
life, consumer satisfaction, employment and education, and ability to
live independently) and methodology for evaluation of
tenant/resident housing and service outcomes being addressed.

Note: For any project that serves a homeless population the
Sponsor/Owner must comply with the requirement that the project
reports in the New Jersey Statewide Homeless Management
Information System (“HMIS”) administered by the Agency.

The plan shall include a description of the service provider’s capacity
and planned activities to address bi-lingual needs, cultural
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Consumer Choice
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Other Housing
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competency, and other special needs accommodations, including
accessibility features for the tenants/residents of the project.

The social services plan shall demonstrate how tenants will have the
opportunity to participate in their individualized services plan,
service goals and/or choice of services.

If the special needs housing project sponsor is not providing the
social services, the sponsor must provide evidence of executed
service provider agreement(s) and evidence of committed funding
sources or documentation of how and by whom the supportive and/or
treatment services will be paid.

Either party may terminate an executed Social Services Agreement
with prior notice to the affected party and the Agency. It is the
responsibility of both the owner, in conjunction with the social
services provider, to identify a new service provider, with the
understanding that the Social Services Agreement will not terminate
between either party until such time as a replacement provider is
identified, established under an agreement and approved by the
Agency. The HMFA, Supported Housing and Special Needs Division
must be notified immediately of intent to terminate a Social Services
Agreement between an owner and service provider and the
Agreement must be approved by the HMFA.

For projects targeting people who are very-low or low income,
services included in the Social Services Plan must be provided at no
out-of-pocket cost to the tenants/residents. This does not restrict
third-party reimbursement, such as Medicaid.

Applicants proposing to create a residential program that will be a
licensed group home(s) to serve a client population of the
Department of Human Services (DHS) and/or the Department of
Children and Families (DCF) must provide evidence that the project
will be able to meet all appropriate DHS or DCF licensing
requirements. Additionally, the applicant will be required to provide
a letter of support from the appropriate DHS Division indicating that
the project will have the necessary funding sources for building
operations and the provision of services.

Applicants proposing to create other housing or residential projects
that will be licensed by the Department of Community Affairs or the
Department of Health must provide evidence that the project will be
in compliance with all appropriate licensing requirements.

Page 34 of 37

Revised Special Needs Housing Trust Fund Guidelines, approved by the HMFA Board March 3, 2011.



4.12 Fees and Charges

Application Fee Developer/sponsors will be responsible for payment of a non-
refundable application fee of $500 due at the time of the initial
application.

Re-Commitment Fee (non-refundable)

A $500 Special Needs Housing Trust Fund re-commitment fee will
be charged. This fee is due prior to the Board issuance of a re-
commitment.

Pass Through Costs The HMFA will order the appraisal, and market study if applicable,
and if one has not been already ordered, as well as any updates that
are needed. The costs for the aforementioned will be passed through
to the developer/sponsor.

One-Time Financing Fee A three (3%) percent up-front financing fee based on the total
amount of HMFA financing, including grants will be payable at the
time of project closing.

Processing and Review Fee An additional processing and review fee of $2,000 will be charged at
time of application, to any project sponsor, which seeks Agency
financing to be secured by a leasehold mortgage.

Multifamily Financing Please refer to the Multifamily Guidelines or the HMFA Low Income
Housing Tax Credit Qualified Allocation Plan regarding applicable
fees and charges for projects applying for HMFA Multifamily
Division financing and/or Low Income Tax Credits.

For Additional information regarding underwriting guidelines, please consult the Explanatory
Notes for completing the HMFA Form 10 Proforma.

5. Application Process

Special needs housing Project Sponsors proposing to apply for Low Income Housing Tax Credits
or other HMFA financing must refer to the applicable program guidelines, which will take
precedence. Applicants applying for construction or rehabilitation financing must also complete
the Special Needs Housing Trust Fund Application Best Methods Design Questionnaire.

Availability of Funds Trust Fund funding will be available through an open, rolling
application process. It is recommended that potential applicants
contact HMFA’s Supported Housing and Special Needs Division to
review the application process and the required documentation
needed to facilitate the funding process. Capital funds in the form of
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Application Submission
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grants, loans and cash flow loans are available from the Trust Fund.
Operating funds, funds for supportive services and other types of
services are NOT available from the Trust Fund.

One original application, including the application fee and the
Special Needs Application Best Methods Design Questionnaire
should be submitted with 2 copies (page numbers/no binders) to the
Director, Division of Supported Housing and Special Needs. The
application will be reviewed within 15 business days of receipt.
HMFA staff will notify the applicant as to completeness of the
application. In the event there are deficiencies with the application
and/or additional information is needed, HMFA staff will contact the
sponsor. A completed application must be received by HMFA at
least 60 days prior to an Agency Board meeting for consideration for
a Trust Fund Declaration of Intent and/or Commitment from the
HMFA Board.

The Division of Supported Housing and Special Needs may schedule
an application pre-meeting to review the project concept, site
proposal, funding strategies and/or design considerations. These
meetings will include representatives from the State Government
entities that may be considered for funding. Developers/sponsors are
requested to submit at a minimum a concept paper, identified service
provider, target population, draft proforma and project site
description prior to scheduling an application pre-meeting.

HMFA will review applications to the Trust Fund for the acquisition
of land and/or building(s), rehabilitation and/or conversion of
existing buildings, and new construction. Staff will assess the
housing related costs for long term project operations and the income
stream necessary to support the proposed project and to maintain the
project as affordable housing for the target population. HMFA staff
will review the Social Services Plan and project expenses related to
support services and the scope of the Social Services Plan.
Applicants must clearly delineate costs and funding sources for
housing/facility operations and for social and support services.
HMFA staff will review the applicant’s narrative response to the
policy priorities.

Once an application has been determined to be complete, HMFA
staff will schedule a project meeting with the Project Sponsor,
members of the Sponsor’s development team, a representative from
the appropriate DHS Division and other State Agencies that can
assist with assessment of the Social Services Plan and the target
populations service needs, project financing and development. The
Sponsor will be required to secure a letter of project support from the
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Declaration of Intent

appropriate State Department if the proposed housing and/or
residential opportunity will be a licensed program of the Departments
of Human Services, Children and Families, Community Affairs or
Health and Senior Services.

A Declaration of Intent, stating the intention of the HMFA, may be
needed prior to seeking a Special Needs Housing Trust Fund Agency
financing commitment from the Board of the HMFA. Approval of
the Declaration of Intent establishes for tax-exempt bond purposes
the eligibility of costs associated with pre-bond sale and development
work. By this action, the Board expresses its present intent to issue
bonds for the project. The ability of the project to conform to the
HMFA’s Underwriting Guidelines and Financing Policy, as well as
compliance with federal tax and other laws or pending laws, has not
yet been determined. This action does not obligate the HMFA to
take any further action in connection with this project, including any
action to issue bonds or to provide first mortgage financing, gap
financing or a tax credit allocation, nor is the Declaration of Intent
intended to give the project any preference over any other project
financing.

Additional information may be obtained from HMFA regarding the
process and guidelines for a Declaration of Intent.

For any questions regarding these Guidelines and Financing Policy, please contact the
Supported Housing and Special Needs Division at 609-278-7603.
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